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AGRICULTURE, DEPARTMENT OF
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Dates and locations for the 1985 Rural Electrification Administration-CPA Seminars have
been finalized and will include two-day seminars to be conducted in six locations
throughout the country. Major topics, according to REA, include changes in REA's
audit policies, peer review programs, how to conduct a depreciation study and
changes in the FCC Uniform System of Accounts. There is a fee of $50 per partici
pant and attendees will receive 16 hours of continuing professional education. The
dates and locations for the seminars are as follows: 8/12-13/85 in Arlington, Vir
ginia; 8/15-16/85 in Chicago, Illinois; 8/26-27/85 in Denver Colorado; 8/29-30/85
in San Francisco, California; 9/23-24/85 in Dallas, Texas; and 9/26-27/85 in Atlanta,
Georgia. For questions regarding seminar registration or hotel accomodations,
contact Teresa Kenney at 202/382-8227.

FEDERAL HOME LOAN BANK BOARD
"Loans to One Borrower" is the title of a proposed rule issued by the Federal Home loan
Bank Board (see the 6/21/85 Fed. Reg., pp. 25715-20). The FHLBB, as operating head
of the Federal Savings and Loan Insurance Corporation (FSLIC) is proposing to amend
its regulations pertaining to loans by one borrower to adopt portions of the "common
enterprise" test similar to that utilized by the Office of the Comptroller of the
Currency, to determine when loans to separate borrowers must be combined; to clarify
that a second tier of entities is considered "one borrower" under the regulation;
to create an exception from the lending limitation for loans to service corporations;
to expand the types of investments that may be made in commercial paper and corpor
ate debt securitie s of one issuer; and to clarify other miscellaneous matters con
cerning the loans-to-one borrower regulation. Comments must be received by 8/15/85.
For further information contact Gary Guggenheimer at 202/377-6433.

HOUSING AND URBAN DEVELOPMENT, DEPARTMENT OF
Prepayment Limitation for Bond-Financed Projects is the subject of a proposed rule
recently announced by the Federal Housing Commissioner, U.S. Department of Housing
and Urban Development (see the 6/24/85 Fed. Reg., pp. 25995-98). This proposed
rule, according to HUD, would permit a mortgage to contain a prepayment restriction
and prepayment penalty charge where the mortgage funds were obtained from the pro
ceeds of a bond offering. Comments must be received before 8/23/85. For further
information contact James Hamernick at 202/755-5820.

INTERSTATE COMMERCE COMMISSION
Elimination of the Uniform System of Accounts and a revision of other periodic report
ing requirements for motor carriers of passengers are the subjects of a notice of
proposed rulemaking by the Interstate Commerce Commission (see the 6/27/85 Fed.
Reg. pp. 26594-97). According to the announcement, the ICC proposes to eliminate
the Uniform System of Accounts (49 CFR Part 1206) and revise the periodic reporting
requirements (49 CFR Part 1249) for Class I common and contract carriers of pass
engers. The ICC is proposing a new condensed report, applicable only to Class I
motor carriers of passengers. Responses are due on or before 10/8/85. For
further information contact Andrew J. Lee at 202/275-7448.

2
SECURITIES AND EXCHANGE COMMISSION
The Fourth Annual Government-Business Forum on Small Capital Formation, focusing on
ta x initiatives before Congress affecting small business and securities regulation,
will be held in Washington, D.C. on 9/12-14/85. This conference allows small busi
ness owners and individuals directly involved in the business sector to come together
for three days to discuss topics relative to their business and to make recommenda
tions. Previous Forum recommendations have resulted in legislative and regulatory
initiatives. This year's Forum is divided into five workshops: Tax-investor incen
tives? tax-employee incentives; tax-capital investments; tax-rates and other tax
burdens; and State and Federal problems in raising capital. The Forum will be held
at Loew's L'Enfant Plaza Hotel, 480 L'Enfant Plaza S.W., Washington, D.C. For further
information regarding the substantive program issues of the Forum, please contact
the Office of Small Business Policy, 450 5th Street, N.W., Stop 7-10, Washington, D.C.
20549, 202/272-2644.
Amendments to expand disclosures regarding repurchase agreements and reverse repurchase
agreements were proposed at a 6/27/85 SEC open meeting. The proposal specifically
amends Rule 408 of Regulation S-X and would affect any document filed with the SEC
that includes financial statements. If a company meets one of two thresholds, the
proposal would require that the firm report the amount the registrant has invested
in repos and reverse repos as a separate line item in its financial statements.
Disclosure would be required if 10% of a company's total assets as of the date of its
financial statements are tied up in repos or reverse repos or if the amount "at risk"
with one party exceeds 5% of shareholders' equity. The proposal would also require
the disclosure of the name of the party if the 5% threshold is exceeded. The SEC
further proposed that registrants include in financial statements footnotes a
statement of policy on how it intends to perfect its interest in securities under
lying a repo or reverse repo agreement. Additionally, the commission intends to
solicit comments on whether current accounting and reporting requirements provide
adequate disclosure concerning novel financial transactions.
TREASURY, DEPARTMENT OF
Regulations relating to the limitation on the investment credit in the case of certain
regulated companies has recently been proposed by the IRS. According to the
Service questions have arisen concerning the permissibility of synchronization
of interest under the ratable flow-through method of accounting for the invest
ment credit with respect to public utility property. The proposal provides
guidance on this issue and would affect regulated companies that use that method
for the ITC with respect to public utility property. Comments are requested
by 7/26/85. For further information contact Paulette Chernyshev at 202/566-3288.

Ruling requests under Code Section 367(a) concerning transfers of property to foreign
corporations will be considered by the IRS according to a recent press announce
ment. Section 367 (a) of the Code requires recognition of gain when U.S. persons
transfer property to a foreign corporation to certain transactions. However,
there is no recognition of gain, unless regulations provide otherwise, for trans
fers of certain types of property that will be used in the active conduct of a
trade or business outside the United States. Section 367 (a) was amended by the
Tax Reform Act of 1984, and Congress indicated in Co mmittee Reports that it an
ticipated regulations would be issued regarding the active conduct of a trade or
business prior to 1/1/85. Such regulations have not yet been issued, and the
IRS said it will entertain ruling requests in order to provide guidance to tax
payers. For further information contact The IRS Public Affairs Division at
202/566-4024.

3
THE WHITE HOUSE
"In the Spirit of Enterprise” is the theme of the second White House Conference on
Small Business. The purpose of the White House Conference on Small Business
is to provide a national forum for the discussion of problems facing small
business today and to make recommendations for their solution. The recom
mendations will be considered by the President and the Congress. Issues
recommended for workshop discussions at the individual state conferences are
procurement, taxation, entrepreneurial training and education, payroll costs,
finance, regulation and paperwork, economic policy and international trade.
The schedule for the 55 state conferences and national conference was
announced early last week by the White House. The one-day state conferences
will begin in August 1985 and end in May 1986. The national conference will
be held in August 1986 in Washington, D. C. Details about the White House
Conference on Small Business will be provided in a "Special Supplement" to
next week’s Washington Report. Information may also be obtained from the White
House Conference on Small Business at 1801 K Street, N.W., Suite 1101, Wash
ington D. C. 20006 or by calling 202/653-9550.

SPECIAL: NEW DRAFT FOR GOVERNMENT SECURITIES BILL?
Significant changes in proposed legislation to regulate the government securities mar
ket, H.R. 2032, the "Public Securities Act of 1985", appear likely as a result of
a 6/26/85 hearing by the House Energy and Commerce Subcommittee on Telecommunica
tions, Consumer Protection and Finance. This third Subcommittee hearing on "legis
lative proposals to remedy very serious problems in the government securities mar
ket" heard testimony from Paul A. Volcker, Chairman, Board of Governors of the Fed
eral Reserve System. Subcom mittee Chairman Rep. Timothy E. Wirth (D-CO) began by
summarizing the recent failures in the government securities market and stated:
"No system can prevent fraud. But we can register these dealers so we know who
they are. We can require them to keep accurate books and records and submit to
audits and inspections, making it more difficult for them to conceal fraud." Rep.
Wirth also summarized the issues as he viewed them: "What kinds of activities should
be regulated? Who should be regulated? Who should be the regulator?" He also
stated that it appeared that a consensus was developing on the first issue, a begin
ning of a consensus on the second, but not much agreement on the third.
FED Chairman Volcker testified that "legislative authority providing for regis
tration, appropriate record-keeping, and inspection of those representing to deal
in government and federally sponsored agency securities is desirable." When pressed
on whether he favored creation of a new self-regulatory organization for government
securities dealers or a recent Treasury-SEC-FED joint proposal, Volcker stated
that the joint proposal was "acceptable" while the creation of a government secur
ities rulemaking board (GSRB) was "preferable". Asked by full Committee Chairman
John D. Dingell (D-MI) to restate his support for a new self-regulatory organization
Chairman Volcker stated "yes, if it is unique to this market and limited in mandate"
Volcker continued that he visualized a board consisting of 7 to 9 members, with
representatives of the primary dealers in government securities, representatives of
the secondary dealers, and members of the general public. Chairman Volcker did not
agree that a reconstituted Municipal Rulemaking Board was an advisable solution, as
proposed in HR 2032. Initially according to Volcker, the new GSRB would promulgate
the rules and regulations and have disciplinary authority as currently exercised by
other existing self-regulatory organizations. Oversight of the GSRB would be con
ducted by the FED, in consultation with the Treasury and the SEC. He emphasized
that ultimate enforcement authority would be shared by the other regulatory agencies
including a major role for the SEC. Volcker also testified against so-called "reg
ulation by function" which would allow one agency, such as the SEC, to regulate the
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activities of government securities dealers and not take into consideration if they
were operating as broker-dealers or banks. He also stated that such "functional
regulation" could occur at a later stage. Near the conclusion of the hearing, Chair
man Volcker agreed to a request by Rep. Dingell for the FED 's assistance in drafting
the necessary legislative language. No additional hearings were announced.

SPECIAL:

SUBCOMMITTEE EXAMINES DEFENSE CONTRACTOR FINANCIAL STATEMENTS

"The present series of hearings have demonstrated a critical weakness in the defense
contract system that contributes greatly to the problem. That is, the weakness
in law enforcement", according to Sen. William Proxmire (D-WI) in an opening
statement at a 6/28/85 hearing to consider "Navy Shipbuilding at General Dynamics".
Witnesses before the hearing of the Joint Economic Committee Subcommittee on
Economic Resources, Competitiveness, and Security Economics included Professor
Abraham J. Briloff, City University of New York, and representatives of the SEC
including Chairman John S.R. Shad, Enforcement Director Gary Lynch, and Chief
Accountant A. Clarence Sampson. In response to some specific questions from Sen.
Proxmire, Briloff stated that General Dynamics had violated Federal securities
laws by failing to make adequate disclosures in its 1976 and 1977 financial state
ments; that the SEC should not have terminated its investigation of General
Dynamics in 1982; that the SEC should impose stricter standards than those origin
ally contained in ASR's 250 and 264 dealing with management advisory services, and
that the SEC applied a double standard in its enforcement actions by taking stronger
action against small companies and accounting firms than it does against larger ones.
Sen. Proxmire asked Briloff if any Congressional action was necessary to ensure the
enforcement of SEC regulations against defense contractors and was told that suff
icient laws "were already on the books". The SEC in its testimony rebutted earlier
com ments by Prof. Briloff, citing recent enforcement actions against major corpor
ations and accounting firms. The SEC also reconstructed the events which it felt
justifiably led to the decision to terminate the earlier General Dynamics invest
igation. In his summation of the General Dynamics issues, Sen. Proxmire stated that
it was a collective failure of the Congress, Defense Contract Audit Agency, Inspector
General, Department of Justice, internal and external auditors, and the SEC. No
additional hearings were announced.

SPECIAL:

FINANCE (COMMITTEE SETS HEARING DATES FOR JULY

The Schedule of tax reform hearing dates and deadlines for requests to testify
for the month of July has been announced by Senator Bob Packwood (R-OR),
Chairman of the Senate Finance Committee. The deadline for requests to
testify at the 7/9/85 hearing concerning the impact of the tax reform pro
posal on professional organizations and on charitable contributions, and
the 7/10/85 hearing regarding the effect on small business is 5 p.m. on
7/1/85. The deadline for requests to testify at the 7/16/85 hearing about
the effect on real estate and rehabilitation and the 7/19/85 hearing about
the projected inpact on employee benefit program is 5 p.m. 7/8/85. Requests
must be made in writing to Betty Scott-Boom, Committee on Finance, Room SD-219,
Dirksen Senate Office Building, Washington, D. C. 20510. All hearings are
scheduled to begin at 9:30 a.m. in Room SD-215 of the Senate Dirksen Office
Building. For further information contact Sam Richardson at 202/224-4515.
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SPECIAL:

FORMER SEC COMMISSIONER TO HEAD COMMISSION ON MANAGEMENT FRAUD

The Honorable James C. Treadway, Jr., a recent SEC Com missioner and an attorney with
extensive experience in Federal securities laws, was named as the Chairman of the
newly-created National Com mission on Management Fraud. In making the announcement
in Washington, D.C. on 6/27/85, AICPA Chairman Ray J. Groves stated that the goal
is to "study management fraud in an effort to indentify ways to prevent and
detect such improprieties. By taking steps to improve how internal and independent
auditors detect and prevent such fraud, the auditing profession and business
co mmunity can better assure the public that the system of corporate accountability
is credible." Mr. Treadway, Commissioner of the SEC from 1982-1985 is presently
with the law firm of Baker and Botts. He has authored articles on the federal
securities laws, participated in SEC initiatives in the regulation of tender
offers, integrated corporate disclosure and the modernization of the Investment
Company Act of 1940. According to Mr. Treadway, the starting point of the
commission's work is to determine whether acts of management fraud are the product
of a decline in professionalism on the part of those responsible for financial
information and "whether the regulatory and law enforcement environment unwittingly
has tolerated and contributed" to their incidence. He noted the commission will
have a budget of $1 million, and Executive Director and a staff of 3-6. The
commission is expected to be in existance approximately 18 months, during which
time recommendations will be solicited from interested members of the public,
governmental agencies and the business community. Sponsoring organizations of
the commission include the AICPA, the American Accounting Association, the Financial
Executives Institute, the Institute of Internal Auditors and the National Association
of Accountants. Other announced Co mmission Members include William M. Batten,
former Chairman and Chief Executive Officer of the New York Stock Exchange, William
S. Kanaga, Chairman, Arthur Young & Company, Hugh L. Marsh, General Manager Internal Audit, Aluminum Company of America, Thomas I. Storrs, Member, Board of
Directors, North Carolina National Bank, and Donald H. Trautlein, Chairman and Chief
Executive Officer, Bethlehem Steel Corporation.
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